EXPLANATION OF AUTHORIZING LEGISLATION
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Development Association, the

Reconstruction and Development, the Inter-American l)evelopment Bank, the interest
subsidy account of the successor to the Enhanced Structural Adjustment Facility of the
International Monetary Fund, and the New Arrangements to Borrow. It also requires the

advocacv of certain nolicies bv the United States at the World Rank Groun. npromotes
Cy ol tain policies by the United States at the 1d bank Group, promotes

rafnrmn Aftha smvtarnmntinnnl Gannnnial snctititinme and sa~niracs tha sve~ndiintinm AL cavrneal

reiorm oi the international iinanciai institutions, ana requires the proauction oi several

Iy ~ a1

reports for Congress by the Secretary of the Treasury.

The Suhcaommittee an Damectic and Intermational Manetarv Palicv ctranolv
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institutions (IFis) and global economy. The Subcommittee has worked together with the
Administration and non-governmental organizations to help maintain the bipartisan
support for these institutions that has existed for over half a century. The Subcommittee

is pleased to note that the signs of fraying in that consensus that had developed in recent
years appear tc be ebbing. Dunng this year’s authorization process there has been solid
bipartisan consensus on the pr‘e‘pt that U.S. leadership and commitment to reform in the
IF1s provides critical support for U.S. global interests in peace and stability, good

governance and democracy, open markets, and sustainable development. Likewise, the
Subcommittee believes that U.S. participation in the IFls leads to increased exports,

procurement nrmnrhmltmc for American hnemecc and enhanced economic and national
procurement opportunitieés 1or American business, and enhanced economic and na fional

Nonetheless, the Subcommittee recognizes that the Administration confronts
significant policy-based and political challenges to maintaining U.S. leadership in the

IFIs and the world economy. of that challenge arises from the enormous changes
that have cwent the olahe cince 1080 and radically chanoed the traditional warld of
ulat 11ave Svwuipt uiv snuuv SilLVe 1 707 aniu luulvuu_y vuuusvu UiV udaulutiviial vwuliu Ul
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dCVClOmeﬂl CCOI]OITllCS the c ldpSC Ol commumsm dﬂ(.l the ena ot he COIU wdr, tne
economic success of newly industrializing countries in Asia and Latin America; and the
increasing globalization of capital markets and international finance. But part of the

problem is also political. Changes in the world scene and limited budzets have recently
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First, in this era of limited fiscal resources, the Subcommittee believes it is
essential that every taxpayer dollar be spent in the most cost-effective manner possible.

liance on the IFIs to advance U S nterests maximizes multilateral burdensharine
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provide the majority of ﬁnanudl resources. As a result, the U.S. multiplies each
contributed doliar at least five or six fold for optimal leverage in utilizing our resources.
Overall MDB lending, for example, equals about $46 billion annually but costs the U.S.

only $1.2 billion — or 2.6 percent of total lending. By contrast, U.S. bilateral aid is about
$7 billion annually for which the taxpayer must shoulder the entire cost.

Second, in addition to leveraging our dollars, these institutions allow the U.S. to
leverage free market principles. Few governments are prepared to bow to pressure for

market-oriented reform coming from a single country. Many, however, will institute
economically and politically difficult reforms as prerequisites for IMF and World Bank

support IF] supported adjustment, in turn, helps un!ock the petenual for developing
..... .... lhn Amnseanzie frmnmnial cacncieanoe AL ¢l o e NDiccccn 1
countries to tap the enormous financial resources of the private capital market. Russia is

a case in point. IMF and World Bank Ioans have heiped Russia make significant progress
toward macroeconomic stabilization, while IFI assistance will also be needed to help
implement the key structural reforms — mcludmg reformmg the tax system legal reform,
as well as tackling crime and corruption

invectment neaded ta hrin
L IIVOUuULU W U

Despite the IFI’s overall positive record of achievement and support for
America’s international interests, the U.S. was nevertheless approximately $1.5 billion in
arrears to the IFIs at the beginning of calendar 1997. The Subcommittee is strongly of

7

¢

the view that continued U.S. arrears to the IFIs threatens to undermine U.S. economic
H de iamal marcanticnns ETTQ deift and dicangagerment in warld
leadership, feeds international perceptions of U.S. drift and disengagement in world
. " 1

1
T

.S. business opportunities.

s in this context that the Subcommittee considered the Administration’s
authorization quests for the IF Is. The Admmnstratnon request entailed $1.6 billion over

-I

\
>

Vela‘pn ent Association (IDA); $400 million over four years for the U.S. contribution
enishment of the Asian Development Fund; $285 million over eight years
for the U. S contribution to the second general capital increase for the European Bank for

Reconstructlon and Development (EBRD); $76.8 million for a scheduled camtal
nt Bank (IDB): $75 million over te ye
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reforms. However, budgetary constraints required a 27 percent reduction in the
Administration’s request in terms of outlays.

Nonetheless, H.R. 1488 reflects Subcommittee consensus and enjoyed strong
Ll ot mmca mcccace aod L . L1l O 1 .. el o A o 4L YT O _a_ Ll __ a4 ___ o4 al
Dipartusan Support. 1ne€ oiii ruily dumonzcs OVEr tW0 y€ars € u.D>. contrioution 10 ine
11" replenishment of IDA, the World Bank facility that provides concessional lending to

the world’s poorest countries. The Committee intends to work closely with Treasury and
concerned outside groups to ensure that the World Bank Group stays on the reform path

and that U.S. taxpayer resources are used effectively. But the Committee also recognizes
that tha 17 Q + affactivaly ad form or American policy driorities if we
tnat e u.d>. cannot €iieCtively advance reiornn or American poiiCy priorities i1 we

remain in arrears to IDA and other mulitilateral lending institutions. The regional
development banks are all funded the FY 1998 Administration request level, not because
of a lack of support for these institutions, but due to budgetary constraints.

The Suhcammittee aleca antharizec 17 Q narticinatian in the Nlew Arrangementc tn

A LAV MJUMUWVVIILILILLIILNIWY GIOV GULLLIVILLILWY U W P“‘ tlvlyull\lll A1l WiW 1L NWYVYY 4 ululls\alll\alllﬂ w
e AATANY TLo NTATD Scocnt Al aea e Vo Lo 4 1 AL o doal 1]
DU]TOW (INAD). 11IC INAD 15 5Cl O1 CICUIL 1ICS ITOII1 dPPIOXIIIALCLY 20 pOlt:Il[ldl

participants amounting to about $47 biliion, at current exchange rates, to be made
available to the IMF. The NAB is thus intended to expand the borrowed resources
available to the IMF in the event of an international financial crisis if IMF resources need

to be supplemented. Its purpose matches that of the General Arrangements to Borrow
(GA B), whxch was estabhshed by the G-10 countries in 1962. Structurally, the NAB is
1

The Subcommittee notes that in the wake of the Mexican financial crisis, the G-7
countries at the 1995 Halifax Summit proposed a number of reforms to strengthen the

international financial svstem. One of these reforms was a nro
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generally and giobai capitai flows specificaily.
primary role promoting international monetary stability by preventing financial shocks
and respondmg to crises that may emerge. The U.S. proposal to establlsh the

responsive to Congressional concerns, expressed i
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In accordance with established Congressional budgetary procedures, U.S.
participation in the NAB — as with any prospective IMF quota increase — requires

Congressional authorization and anpropriation. However, anv transfer of dollars to the

Congressional authorization and propriation. H , any transf ars to the

n ¢+ W A +1 A <11 + sevnrancn tha AafA: Prp
IMF under the NAB will not be scored as an outlay and will not increase the deficit, as
1 YY Y 1 1 1 b 8 2ol .1

the U.S. receives in exchange a liquid, interest-bearing ciaim on the IMF backed by the
Fund’s strong financial position, including its substantial holdings of gold. In this
context, the Committee welcomes the recent bipartisan budget agreement and the
assumption in the budget resolution of a cap adjustment available for exchanges of

monetary assets and for international organization arrears. The participation of the U.S
sen ¢hhan ATAD warsll Lalen mevoneen ¢hhnt n mca Al e i lantne e, G0 31 S 15
111 UIC INAD WL LICIP CLIJUIC Lldl 4 CICUIVIC, HIUILHALCI ¢ lly 1Uundcda 1surdriCe p llcy 1S 111
place to address future threats to the international financial system.



The Subcommittee notes that the Administration is presently reviewing the

adequacy of IMF quotas, as well as considering an amendment to the IMF’s Articles of

Agreement to antharize a enecial “a equ hl "nnnhnn af SNDRc dacirrnpr] ta rectifu the lack
AL WWwiliwiil VWV GAUulLLLIVI LIOLW @ oyvv‘“l UH "J @illivwaiivii A WJAZAND UWwOlL Wl LV l\.«\/tll] iV 1avinn
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OI aliocation 1o nEwer memocers O1 Ui€ rund. 1né ouocComimnitiee Cxp(:blb lrf:dsu.ly

continue its close consultation with the Subcommittee and other Congressional
committees, as appropriate, as its review of these matters proceed. Likewise, the

Subcommittee looks forward to close consultation with Treasury regarding potential
reform nrnnnqalq to further increase transparency and accountability at the IMF
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On April 30, 1997, Mr. Castle, at the request of the Administration, introduced
H.R. 1488, the International Financial Institution Reform and Authorization Act of 1997.

OnM ay 8, 1997, the Subcommittee on Domestic and Intemational Monetary Policy held

nM 1e Subcommittee on Domestic and International Monet ary Policy
a rn !’"—. on U D 140Q Dirrcriinnt tA nntina and wurith o AtAamIrnm hatna nracant tha
a 1ua11\up 1 11.0\. 1=00. I uidudailit v 11UtlILgy jley il a \.IUU ulll vvl 15 lJleC 1L, UIT
Subcommittee by voice vote favorably reported the bill, as amended, to the Fuil

Committee.

TITLE I—-INTERNATIONAL DEVELOPMENT ASSOCIATION
Sec. 101.—International Development Association. This section fully authorizes
the Administration’s request of $1.6 billion for the U.S. contribution to the 11®
replenishment of the International Development Association (IDA). The Subcommittee
1s pleased to note that the Treasury Department consuited ciosely with Congress during



the IDA-11 negotiations that began in early 1996. The $800 million annual payment over
two years reflects the authorization levels established for IDA by the Subcommittee on
ic and International Monetary Policy during fiscal 1996. The Administration
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Subcommittee is acutely aware of the budgetary constraints that have affected the
international affairs budget in recent years, the Subcommittee also fears that repeated
inability to meet U.S. commitments to the IFIs can only result in a diminution of U.S.
leadership and leverage in the international financial institutions -- with potential negative

mestic International M Y 1g 1
request for IDA-11, while still substantial, represents a 36% annual cut from the prior

1 —ed e o T, -t 4L _ O L " YU PO DUy PIays PRy o | FESUpIaREeS | I R
autnorizauon LIKCWISC, 1€ DUDCOITHIHLCC 1S pICdSCU 1O I10ULC Lldl LUlllild Will DC
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graduated from IDA lending at the conclusion of the 11" replenishment.
The Subcommittee remains concerned over the establishment of restrictions in the
IDA Interim Trust Fund (ITF). The Subcommittee strongly believes that U.S. firms
should have been allowed to participate in bidding on a}‘ IDA-related projects. While the
h l

consequences for U.S. procurement. In this context, the Subcommittee is impressed with
Al a o Ol a ~ LM ol el A At d i tian dn Lacrn 4l n TTID s nriemea o d
e sSrenuous C1IO0IS Ol 1164dsury a uic !‘\UIlllIllbll'dllUll L0 IldVC UIC 11T procuiCilcHt

rules changed. The Committee is also appreciative of the support certain donors —
particularly Japan, Canada, and the Republic of Korea — expressed for the U.S. position.
While the U.S. did not achieve all its oblectlves the recommendation by the ITF donors
trust fund. to noten allv be made
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past and present U S. commitments to IDA, and that the ITF donors promptly agre
fold the set aside funds into IDA-11, thus freeing them for U.S. procurement.
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Committee on Banking and rmancnal Services and th

Sec. 201.—Asian Development Bank. Section 201 authorizes the U.S. to
contribute $100 million to the 7" replenishment of Asian Development Fund (ADF), the

concessional loan facility of the Bank. This amount is equivalent to the FY 1998 request
level (not including arrears)

AV AldVinRsilly KaaS&aS).

ADF. Despite current U.S. arrears of $237 million, the ADF has been remarkably
responsive to U.S. development pnontles In this context, the ADF-7 agreement



self-sustaining in half a generation. The ADB is also key institutional anchor of the U.S.
presence in the Asia-Pacific region. The Subcommittee supports full funding of the
Administration request for this cutting-edge development bank.

out in the Cambodian
capitol of Phnom Penh during late June, 1997. While the ave generally been
pleased with Cambodia’s recent macroeconomic performance, it should be self-evident to
all parties that serious civil instability, let alone a return to anarchy or civil war, can only
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have the effect of thwartmg the country’s nascent economic recovery — and rnllmg back

tha ranl thAannaoh n1mavan nracrace that hac haoan mada tAaurard racnant fAar hitrman richta and
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aemocrauc governance since the May 1993 sponsore lections. The Subcommitiee
f co

Sec. 301.—European Bank for Reconstruction and Development. Section 301
authorizes the FY 1998 Administration request for appropriations of $35.8 million in
paid-in capital for the first payment of the new general capital increase of the European
Bank for Reconstruction and Development (EBRD).

™ O L _aa_ —_ al .-_I- ~ L4l _TODDTY S 1. __
1he Subcommittiee s gl)’ SUppOﬂS tn€ workK 01 in€ EpKy 11 ueveloplng II'Ce
market economies in the former Eastern Bioc, Russia, and the Newly lndependent States.

The Subcommittee concurs with Treasury that the success of economic reforms in Central

Europe, and the ready access of former communist countries with strong macroeconomic

fundamentals to international capital markets, makes it important that the Bank shift its
Firethar ta tha Dact twrhara ite »nla 1 fanilitating marlat safAmmac and halning tA atteant
1UCUD 1UlLlivl WU UuUIv Ladst 1IC1IC 1L 1VIC 111 1auvll ldlllls 111al AUl I1V1UL111ID allu llUl}Jl 15 w tuact
1 1 3 1 1 1 1
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private capital is in more critical demand. ubcommittee aiso expects that the Bank
will achieve financial self-sufficiency after the current capital increase.

Sec. 401.—Inter-American Development Bank. Section 401 authorizes the FY
1998 Administration request for appropriations of $25.6 million for a scheduled capital
subscription to the Inter-American Development Bank’s (IDB) Ordinary Capital

Window. The Subcommittee recognizes that the IDB plays an important role in
nnnarting 1T Q naliny intaracte 1in ancnanamis araurth and intagratian in T atin Amaricn ag
VUl L. LY Pull 11ILVI VOO 111 WL UILLIVILLIV sluw Ll aliu llllbélallull 111 loatllll niiiviiva, as
1 .

Supponing u_y
well as supporting basic human needs.
important institution.

TITLE V—INTERNATIONAL MONETARY FUND

Car N1 Tortarmatinnmal AManatam: Ciieed Cantine §NT anthnemrao Lo TV 1000
OCL. VUV 1 ./111lll111atlvlilal 1VIUIICL y rulil. oOCCLIVII VU1 aulu UIILCD ulc riI JJ70
Administration request for appropriations of $7 miliiion for the interest subsidy account of



the successor to the Enhanced Structural Adjustment Facility (ESAF) of the International

Monetary Fund (IMF). Section 501(b) requires that the Secretary of the Treasury shall
ke everv ry effort, including instructing the U.S. Executiv
1 t

...... 9 222 2RR22220 ARAoRi Rl

The Subcommittee notes that despite the relatively modest dollar amounts

involved for FY 1998, funding for ESAF was perhaps the most controversial element of
critics sucoest that fhrnnoh ESAF the Fund

ac
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the Administration’s request. Some

the Adm q om
nent finance, a mission unrelated to the IMF’s purported
mandate of addressing short-term balance of payments probiems. In this regard, a
frequent criticism of ESAF is that the IMF has had an excessively short-term time

horizon in its “structural adjustment” lending to the developing world. It is frequentlv

CL<
3

claimed that the Fund concentrates too heavily on ti ght monetary and fiscal policies while

neglectmg to promote overall economic growth or protect sec:al safety nets. Indeed,
_____ .. 1Nnath ﬁ-_..._-._- PR IR T PP LI AP UPL TR S I LU S | o

uurmg UIC 1U4 L OIEICSS UIC duncoInumucce aida not autnorize a(luluonal D

contributions to the ESAF. The Treasury Department, on the other hand, contends the
IMF’s role in developing countries is based on the widely accepted premise that a

precursor to any successful development program is a stable macroeconomic
environment. According to Tre_a_s_!ry, the IMF’s mandate for addressine macroeconomic

aivaaaaldisdlt. =228 22val L e diE A2 S Sl L D )

a
advice and assistance in macroeconomic policy coordination. Treasury aiso stated that
ESAF programs are closely coordinated with the World Bank and other MDBs’ sectoral

The Subcommittee has attempted to strike a balance be..veen the concerns of
Lhccn ssrlen Lhali e s 4L DOCAD 6 s e A it a1l neeend o ‘-._ ~L sl
those who believe the ESAF to be fundamentally flawed and the position of the

Administration. Section 501(b) expresses the strong expectation of t'he Subcommittee
that the ongoing external evaluation of the ESAF will be released to the Congress and the
broader public. Failure to release the report will seriously affect the willingness of the
Subcommittee to authorize future ESAF funding requests.

cea . oa . T ______ __._ O _ i’ ___ NN _

Sec. 502.—New Arrangements to Borrow. Section 502 authorizes the
Administration request for the doliar equivalent ot SDR 2.462 billion (approximately
$3.4 billion) of appropriations to be made available to the IMF for U.S. participation in

the New Arrangements to Borrow (NAB). It would also permit the dollar equivalent of

4,250 SDRs already authorized by Section 17 for the General Arrangements to Borrow
2 ~ a smmada availahla ¢a tha TARADE sieadae ¢ha ATAD  Tha qsenriend saemcsrimiials
(GAB) to be made available to tuc IMFI unaer tuc NAD. 11€ aimno lt _previously

authorized for the GAB wou
from the U.S. under the GAB
of 6.712 billion SDRs.

8

d NAB combmed may not exceed the dollar equlvalent



TITLE VI—POLICY PROVISIONS

Sec. 601.—Section 601 adds section 1623 to the International Financial
Institutions Act to require the Secretary of the Treasury to instruct the U.S. executive
director of the International Bank for Reconstruction and Development (IBRD) and of the

IDA to use his/her voice and vote to encourage the respective institutions to: (1) clearly
define the scope of the Bank Group’s mission; (2) promote greater selectivity in 1 nding;
(3) develop an 1ntegrated Bank Groun strategy for nromotmg the growth of the private

oJ i o

0

L
procurement policies and ruies; (6) give greater emphasis to improving the sustainability
of policies and projects funded by the IBRD and IDA, including systematically
conducting community consultations as part of the normal lending process; (7) promote
good governance and the rule of law in borr owing countries; (8) increase the share of

o = = sEs F e e s >
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complete National Environmental Action Plans for all borrowers from the institutions;
(10) extend the inspection panel mechanism of the lBRD and IDA to the International
Finance Corporation and Multilateral Investment Guarantee Agency; (11) make public
Country Assistance Stratemes and supporting documents where am)ronnate and with due
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debt initiative; and (13) encourage mtemational financial institutions to develop enhance
mechanisms to further private sector growth, expand trade, and support countries
committed to broad-based reforms and poverty reduction in sub-Saharan Africa. The

e
cectinn alen reanirec the Secretarv af the Treacurv ta cnhmai
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for the 21* century, the focus should be on str engthenmg the B...n.k s comparative
advantages, applying increased selectw:ty in lending and an insistence on strong policy
=L ) 5 ) 5% = ke o | 1 1 1

periormance oy oorrowmg count C he Bank cannot mamtam l[S relevance ana uunty
in the next century by attempting to be all things to all people, or by claiming to have a
comparative advantage in all aspects of economic development. The changed landscape
of development finance plainly dictates that the Bank begin to “do less.”

Lo Quboamin aomizes that manyv of the nolicy nrovicians comtained in
The Subcommittee recognizes that many of the policy provisions contained in
‘2% ~n A S 4 . ~ .

section 601 reflect priorities contained in the World Bank’s pian for further institutional
reform and revitalization, known as the Strategic Compact. The Committee regards the
Strategic Compact as a credible reform document. The Committee is pleased that the

Adm1mstrat10n. after consultations with Co i

5
(7]
7]
€
Qo
=
[¢]
(=%
—
[}
9]
[72]
=+
)
=
[72]
=

vstem for Roard oversight of the Com

o
Veioigii
cels

.

('D
Cl
n
g)
&
8
2
[¢]
o
5
=]
o
O' o



'2.
9
3
2
)
a
®
o
5
3
(=]
g
=]
=
o
a
=}

improving its pvrt- ho pcu rmance. K .-.po-.e.nts of the pr normn include greater
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identifying flaws during project impiementation, and greater emphasis on policy and
market reform objectives. According to GAO, many of these reform efforts are in their
early stages, and their final impact may not be seen for several years. In this regard, the
Qubcommlttee expects to continue close consultations with Treasury as it monitors

1 JAh - U

icatare nf nraorece in Warld Rank refaorme
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The Subcommittee aiso addressed the issue of extending the Inspection Panel
mechanism of the World Bank to the IFC and MIGA. The three-member World Bank
Inspection Panel was created in April 1994 to investigate complaints from the public

about the Bank’s failure to act in conformitv with it: s op perating rules and nrocedures. The

TJ = =TERCO T
a

creation of the Inspection Panel was hailed as an h:storic breakthrough that could be used
by those most directly affected by the World Bank’s operations to make the Bank more
respectful of their rights and interests and more responsive to their needs

The Subcommittee notes that Treasury has strongly encouraged the creation of an
inspection panel or its functional equivalent at the IFC. However, the U.S. business
community -- while supportive of appropriate project reviews for environmental impact

2
g

and other possible adverse effects -- has raised concemns that there 1s no feasible means to

precisely apply the current Inspection Panel mechanism to the IFC or MIGA consistent

with the potential risks of loss to private sector pI‘OjeCt sponsors, lenders and suppliers.
The Subcommittee does not support the rigid a

vl u | st 1

Inspection Panel mechanism to the IFC and MIGA. Rather, the Subcommittee urges
________ S TR TR S SUS I U o oS oS Iy P GNP | ATI A ~md el . NTIN
Treasury, the business community, the staffs of the IFC and MIGA, and the NGO

community to utilize the inspection panel precedent as a basis for designing a clear,
legitimate, and expedited appeals process that protects the interests of individuals directly

affected by IFC-financed and MIGA-insured projects in a manner consistent with the
notential financial risks, rnnf‘denhalltv needs and reasonable business expectations of

Sec. 602.—Provision of State Department Human Rights Reports to the
International Financial Institutions. Section 706 requires the Secretary of the Treasury to
instruct the U.S. Executive Directors of the IFIs to transmit to each other member of the

Board of Executive Directors of the respective institution the annual report to Congress
L tha Qénta Nanammmant anditlad 6 aimie: Damamte ~n iman Dighic Denntinas
oy tne State Uepartmerit entitied, "Country Reports on nuimain Rignts rractices

Sec. 603.—Provision of Reports on Extent to which Borrower Countries
Guarantee Worker Rights. Section 603 requires the Secretary of the Treasury to instruct
the U.S. Executive Directors of the IFIs transmit to each other member of the Board of



alled “Pelosi

Sec 604.—Consideration of Env1ronmental Impact of Intemational Finance
es
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the Secretary of the Treasury instruct the U.S. Executive Director to each MDB not to
vote in favor of an action which would have a significant impact on the human
environment unless, for at least 120 days before the Board vote an environmental

Prior to the effective date of the Pelosi Amendment, Treasury determined that the
Amendment could be interpreted to apply only to MDB public sector lending. As a
consequence, the amendment has not been applied to MDB private sector projects (e.g

IFC projects, MIGA guarantees, EBRD commercial banking, and private sector pro'ects
at 4l a TMND £~ d ATDN) Tha Quilinncancmrstban ssrmss avrastle sl ann candé~ ¢l Mannmrsem -
at the IDB and ADB). The Subcommittee would nevertheless note that T

supports the reform policy reflected in the legisiation and has pushed the IFC and the
other private sector windows to be responsive to the concerns of the Pelosi Amendment.
Section 604 is intended to further support the efforts of Treasury in this regard.

Sec. 605.—R
States Small Businesses. Section 605 requires the Secretary of the Treasury to submit a
report to the Committee on Banking and Financial Services, not later than one year after
the enactment of this act, regarding the extent of U.S. small business procurement from
the MDBs. The report shall also make recommendations for ways to increase the

awardine of MDR procurement contracts to U.S. small businesses. The Subcommitte
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public support for these institutions.

Q. 00:

Sec. 606.—Reform of the Heavily Indebted Poor Countries Debt Initiative.

Section 606 states that as a matter of policy, the Secretary of the Treasury should instruct

the U.S. Executive Directors to the World Bank and IMF, and other MDBs the Secretary

deems appropriate, to use their voice and vote to urge their respective institutions to: (1)
PCd debts

provide countries which qualify for the HIPC debt initiative relief on outstanding
owed to their respective institutions, primarily through grants rather than through

extended term debt; and (2) to provide interim relief or interim financing for the countries
point. Section 606 shall not be construed to reauire the UJ.S.

1 advance of the com n poin shall e ed to require the U
Executive Director to any IFI to support any application for debt relief under the HIPC
initiative from any country which the U.S. Executive Director is otherwise prohibited

The HIPC initiative is a framework supported by the United States, and developed
i .

jointly by the World Bank an d IMF, to address the external debt problems of heavily
indebted poor countries (HIPCs). Most of the HIPCs are in Sub-Saharan Africa. The
HIPC initiative recognizes that simply providing new financing to heip pay for oid

fo

financing was not an effective means for helping debtor countries with unsustainable debt
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The IMF and World Bank have agreed that eligibility will be limited to IDA-only
and ESAF-eligible countries that have established a strong track record of economic
refonn and are not expected to achieve a sustainable external debt 31tuat10n eligibility

llit_‘,’ nalysis' at the “decision noin (aﬁpr the three
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meet the performance criteria during the second stage inn order to receive support under
the initiative, these criteria would include economic and social policy reform, including
1mprovmg basic health care and education. All relevant creditors would be exnected to

15 11 vativlil. £l 1LibvdAdlll LIGUILVIS WULIU UL LADILLLILAL LU

@
cu
[=4
(¢}
« o
@}
2
-
(e}
-

.

poor countries, in concert with reiief by muitilateral creditors. The hope is that this
combination of strong reforms and debt relief will provide an exit for candidates from
further debt reschedulings. Uganda has been recognized as an exceptional case, based on

its strong track record of reforms. A completion point has therefore been set for Uganda
in April 1998, one year after its April 1997 decision point. Uganda is the first country to
. 1 _°“1v1_C__ __1°_0 A __ a4l _ YTYD/ ~lal_at_ .
D€ €l1g1D1¢€ IO0T ICIICI Unacr ne rircv miiatve

The Subcommittee understands that the framework of the HIPC debt initiative
rovides that debt sustainabilitv would be indicated by a target set in the range of 200 to

et present value (NPV) of debt in relation
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consensus for the plan, a target of below 200 percent can be considered in countries
where exports are more than 40 percent of GDP and where government revenues are
already 20 percent or more of GDP. In those cases, the target will be set low enough so

that the debt to fiscal revenue target does not exceed 280 percent. Some 15-20 countries
might eventually benefit, receiving NPV debt reduction of as much as $8.4 billion under
current estimates. Decisions are expected soon on the cases of Bolivia, Burkina Faso,
and Ivory Coast — probably to be followed by Mozambique and Guyana
The Subcommittee notes that the U.S. has pressed for interim relief for eligible

countries with a strong track record of reform between the decision and completion points

tn Aarmanctrata anrluy hanafite nndar tha initiativa ta crtneanet A FG A e rafArms affAastas and
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to free up additional resources for social programs. In this regard, the Subcommittee
welcomes the fact that the World Bank will provide a portion of its relief in advance of
that date by making grants of $75 million to Uganda over the next year. The
Subcommittee urges the Administration to continue press for interim rehef y multilateral

s for all countries which gualify for debt relief un
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its close consultations with Treasury on this matter.



Despite the potential benefits of HIPC, the Subcommittee recognizes the initiative
s 1. e htad AavralAaming ~Arie cne Tha Quiilanncensnidban nmemmiiec
is not a panacea for heav oted developing countries. 1he Subcommittee concurs

i}:y inde
with Treasury that there can be no enduring economic progress in the face of war and
civil strife, that macroeconomic instability jeopardizes economic growth, and that

financial mismanagement and egregious public resource misallocations stifle private
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by Ron Paul

"Bretton Woods is dead. Long live Bretton Woods!," cheer the supporters of H.R
1488. Created in the postwar era as an institution to manage the global fixed exchange
rate system, the Internaticnal Monetary Fund (IMF) lost any remaining justification for
United States' continued involvement when President Richard Nixon closed the gold
window in 1971. The IMF's charge of maintaining "pegged but adjustable exchange

rates" no longer suits the current global financial system. Although the IMF has tried to
"reinvent" itself to adapt to changmg international systems, other institutions are better

equipped to promote multinational development assistance, if one even accepts that that
isa goa! that we should pursuc H.R. 1488 should be rejected

Since the IMF no longer uses goid as a reserve currency to aid countries with
temporary balance-of-payments problems, the gold from the original donors should be
returned to the respective member nations. Any corresponding corrections in quota

allotments should be made in "paper gold" or Special Drawing Rights (SDRs). Origin
e paid 25% in gold and 75% in the local currency. So-called
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The huge growth of the private international capital markets makes it necessary
for a doubling of our "quota" or contribution, argue the supporters of the IMF. It is
exactly such growth of private international capital markets that renders the IMF an
anachronism. The technologically-driven increases in both the size and speed o of private

................................ dr 1creases in b speed of
global capital transfers scverel" limi{s the IMF's ability tc "manage" or control these
markets. In other words, private market regulation will naturally discipline the
governments of countries that manage their fiscal affairs irresponsibly

It is this irrational fear of the private international capital markets--and the

they instill--that dnves the IMF to wax anocalvpt;g of the dangers of the free

""""" ST OTEOTE ht o8 7 (=4

capability to counteract the discipiine of the working private markets that it used to have.
Under the previous international financial regime under the IMF, the Fund allowed a
country to manipulate its economic policies, often for politically-expedient reasons,
without the same fear of the discipline of the private international capital markets.

her ennhuvastien TICOUr Amrrmbes an $ a

The IMF, by subverting the market, encourages countries to "skate on thinner ice'
than they would otherwise have been permitted if properly disciplined by the private
international capital markets. This moral hazard, with its easy credit scheme, pushes
countries to follow policies that would not have been possible without IMF-style lack of

discipline. Set up to allow member countries to finance short-term balance of payments



According to Doug Bandow of the Cato Institute, eleven nations had relied on
IMF aid for more than 30 years through 1993; 32 countries borrowed from the Fund for
between 20 and 29 years; and 41 nations, nearly one-fourth of the world's total, had been
borrowers for between 10 and 19 years. Clearly, the IMF is in a business of long-term
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capability to extend their wamng influence.

The development institution missio
itself into merelv du p] cates the efforts of other institutions tha
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al organizations, point out that the
is not a development organization and should get out of the development business. The
Enhanced Structural Adjustment Facility (ESAF) should be opposed.

mgner taxes imposed to fund this irresponsibility causes higher unempioyment, an
increase in the cost of credit, higher inflation with deficit spending, and higher interest
rates. This result makes it harder for the recipients of IMF assistance to follow a more
fiscally-responsible path to economic development, thus, creating a vicious circle of the

need for more IMF aid.

Aivwae aiiv

Reflecting its feeble attempt to change its spots, the IMF has spawned several
regional International Financial Institutions (IFIs). It is yet unexplained why an
institution whose role is to promote global monetary cooperation and fiscal and monetary

responsibility needs overlanmng regional rgamzatlons to duolxcate their activities.
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perfect information.
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"The IMF's role in the global economy," according to
the Earth, "is to promote monetary coopera ion a n

1 Al tll, 1o 1L DIOUIIIVLL 11IVIIEL <) 14l «all 22k [e19 220022

rampant speculation that can bring about an international fiscal crisis like Mexico's."
The report adds, "In fact, it is the secretive policies and lack of information disclosure [by
the IMF] that can make volatile capital flows so disruptive." In fact, the IMF actually
promotes fiscal and monetary irresponsibility.



